UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

CIVIL DIVISION - JUL 30 1970

Dear Mr. Smith:

The General Accounting Ofrfice has reviewed the manner in which
independent auditors are veed by the Farmers Homs Adminfstration (FHA)
sns the Rural itlectrification Adsinistyation in adainisterxing loan
programs. A draft of our proposed report to the Congrass on the results
of the review was furnished to you for your review and comsant on
May 28, 1970,

During oux review, we noted ona other wettere=enot included in our
proposed report to the Congress--which we baliave warrsants your attene
tion. This metter relates to the need for estap!ishing wore specific
rsquirements regarding the types of accounts and records which borrwera
should establish and waintain.

Although iHA sakes loans to varions types of organization borrowers
for purposes, such as water and sewer comstruction, recreation, and grac-
ing, it bas not developed spycific imstructions concarriing the types of
accounts and ather recorde that should be established and maintained by
the different types of borrowssrs. We believe that the absence of more
gpacific instructions bas Lirdered VHA State and county personnel in the
coungeling anc supervision of borrowers on firancial ard sccounting
matters, particularly sines meny of the personnel do not have spec’fic
training in the area of fipancial wmanagesent.

Existing HA instructions provide that burvowers will ba required
to meintain such accounts as are nscassary to successfully continuye their
oparstions, meut the requirements of State and local laws and regulations,
and meet the terms of their loan agreements with FHA and other creditors.
1n our view, the instructions sbould alsc

~-dascribe tke spscific type of balaice aheet and income
accounts and other records that should be maintained by
asch of the different typ.s of organizetion borrowers.

-=provide ¢riteris or guidelines for use hy FHA field
parsonnel in determining whether a borrower's accounts
and other records ere edeguate.

We discussed with 18 FHA county supervisors in the States of tolorado

end idaho thefr involvemsnt in the establishment of accounts and other
records for borrowsrs. Geperslly, the supervisors intoreed us that thwy
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did mot (1) provide advice and assistance to borrovers in the establiche
ment of accounts and other vecords but, generally relied on the borrowers
or thei: sccountants to bandle such mattsrs, and () derermine prier o
loan clesing, vhether the borrowsra hed establisbed adequats sciounts anc
other reeorcs. For the most part, they stated that they were not rho:oughly
faniliay vith finaneial managoment satters talative to the types of balance
sheat and income accounts and other reeords that shoul” be maintetinad by
borrowers and that presexibed guidelines zovering such matters tould sesiat
them ia carrying out thair respomsibilities fn this arca.

in our opistion, appropriate balence shest api incoms accounts, an: all
othar records which support entries in the accounts, should be maintaimed
in such & marmer that a borrewer could readily obtasn complete informatiocn
relative to sny item incluled im eny account. Recoris vhich a borrover may
saintain to supplenent the accounts i1ncluds ainuie books, Iirancial reportis,
telated corrsspondence, and menoranda vhich may be uscful in developing the
histery of, or facts regarcing any transactiom.

Ve believe that specific instructions setting forth the acccupts and
other records whieh aanuld be maintained by aach o: the cilierent types of
organization borrovers can be useful to FHA fisld perscnnel 1e the ouper~
viston of organisstiop=type borrowscs, particularly {:om the steadpuint of
detersining that the borrover's financial policies are being cacrried oul in
accordance with lcan requirements, anc that the financisl position of the
borrover is being préserved as as to edequately protect the Covernwwnt's
inteorest.

Ve tecommend thet I'HA fnstructions bo ravised te deline Lhe types oi
accounts and ethar cacords that should be aaintainad by each of the various
types of organisstion borrowers; and that borroweis be requited lo weat
the requirements sal forth im FHA fastructions befors & loan end/or giant
i3 closed. :

e have discussed our recommesivcation vith (A officials responsibla
for sssociation logn prograss vho agreed to eonsider {t (m the rewriting of
FHA frstructions releting to organiszetion borrovers.

Ve wvould apprecisate %eigg advised of the ipeciiic actions taken pur-
suant te our vecommcndption.
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Lopies of this report are being sent to the Ilnspector Ganeral,
Dopartment or Agticulture.

Stneerely yours,

Victor 1. Lowe

victor L. lowe
Associate Director

Mr. Jamse V. Suith, Administrator
Farsers Bome Administration
Dspartsent .5 sgriculture





